BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFUFFFE D

09-14-07
02:53 PM

Order Instituting Rulemaking to
Implement the California Renewables
Portfolio Standard Program R. 04-04-026

REPLY COMMENTS
OF THE DIVISION OF RATEPAYER ADVOCATES ON THE PROPOSED
DECISION ON PETITION FOR MODIFICATION OF
DECISION 05-12-042

The Division of Ratepayer Advocates (DRA) submits the following reply
comments on the Proposed Decision (PD) on the Petition for Modification of Decision
(D.) 05-12-042. DRA supports the PD. Southern California Edison Company (SCE)
filed opening comments opposing the PD. DRA finds that SCE’s arguments and

conclusions in opposition to the PD are erroneous and without merit.

SCE’S ARGUMENT AGAINST THE PROPOSED DECISION IS MISLEADING

SCE argues in its opening comments that the Commission’s regulation of GHG
emissions should not be considered in the total cost of fossil fuel generated electricity
because it may never result in an “out-of-pocket” expense. This argument is wrong.
“Out-of-pocket” strictly means a “generator’s” variable expense, that is, an expense
incurred by a generator in proportion to the amount of natural gas consumed by a
combined cycle gas turbine (CCGT) used to produce electric energy. Thus, SCE reasons

that if the current and future regulations of GHG are directed to another part of the
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electricity market instead of the generators, the Commission must ignore whatever
ultimate impact such regulation may have on ratepayers or the environment.

“Under a load-based regulatory scheme...a limit on GHG
emissions is only directly applicable to LSEs: generators
would not incur any “out-of-pocket” expenses related to such
mgulations.”g

DRA maintains that the GHG adder must be considered on a broader level. Even
under a “load-based regulatory scheme” a generator that emits CO, or other GHGs will
ultimately incur costs to continue to emit at the same level. This cost must pass on to the
user of the electricity. This is true under any cap and trade system with the rate per
pound of CO,e set by a market, or a “carbon” fee system with the rate set by regulators.
Otherwise, the cost of emitting GHGs would not be reflected in the cost of energy, and
the system would not reduce GHG emissions. Whether a GHG cap system is “load
based”, “generator based” or “first seller based”, the GHG cost must become an ““out of
pocket” (directly dependent on the pounds of GHGs produced) expense imposed
somewhere between the fuel extraction and the final delivery of electricity, and paid by
the user. This is the way an emissions reduction scheme works to reduce GHG
emissions, its raison d’etre.

San Diego Gas and Electric (SDG&E) makes a much simpler argument against the
proposed decision, but does so in its response to Draft Resolution E-4118. SDG&E
argues that the latest Market Price Referent (MPR) was not computed with the GHG
adder approved in the PD, and including it now is impractical. DRA urges the
Commission to coordinate the PD and the Draft Resolution to correct this oversight. Any
problem in reconciling the PD and the Draft Resolution is one for the Energy Division,
not the utilities, and SDG&E does not explain why a slight delay to update the MPRs will

affect their selections of renewable options at this time.

~ Load Serving Entity, meaning a utility or electric service provider. This explanatory note is not in the
original.

2
~ Comments...on Proposed Decision” September 10, 2007, p.4.
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I. CONCLUSION

For the reasons stated above, DRA respectfully requests that the Commission

adopt its recommendations.

September 14, 2007
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Respectfully submitted,

/s/ Noel A. Obiora

NOEL A. OBIORA
Staff Counsel

Attorney for the Division of Ratepayer
Advocates

California Public Utilities Commission
505 Van Ness Ave.

San Francisco, CA 94102

Phone: (415) 703-5987

Fax: (415) 703-2262



CERTIFICATE OF SERVICE

I hereby certify that [ have this day served a copy of the foregoing document
“REPLY COMMENTS OF THE DIVISION OF RATEPAYER ADVOCATES ON
THE PROPOSED DECISION ON PETITION FOR MODIFICATION OF
DECISION 05-12-042 ” in R.04-04-026.

[ X ] E-Mail Service: sending the entire document as an attachment to an e-mail
message to all known parties of record to this proceeding who provided electronic mail
addresses.

[ ]U.S. Mail Service: mailing by first-class mail with postage prepaid to all
known parties of record who did not provide electronic mail addresses.

Executed on September 14, 2007 at San Francisco, California.

/s/ Imelda C. Eusebio
Imelda C. Eusebio

NOTICE

Parties should notify the Process Office, Public Utilities
Commission, 505 Van Ness Avenue, Room 2000, San Francisco,
CA 94102, of any change of address and/or e-mail address to
insure that they continue to receive documents. You must indicate
the proceeding number on the service list on which your name
appears.
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